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Abstract 
The main purpose of this study is to examine the relationship of exchange rate with exports and imports of major South-Asian 
and Southeast Asian Economies. The Autoregressive Distributed Lag (ARDL) approach to co-integration and error correction 
model is employed to investigate the long run and short run relationship between the variables in sample economies over the 
period of 1979-2010. The results show that the long run relationship between exchange rate and exports exists in more than half 
of the sample countries; however, the relationship between exchange rate and imports is found only in one sample country. 
Moreover, the significant short run relationship between the variables is not found in majority of the sample countries. 
© 2016 The Authors. Published by Elsevier Ltd.  
Peer-review under responsibility of the Ardabil Industrial Management Institute. 
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1. Introduction 
The foreign trade is considered as an important determinant in the economic growth of a country. It is recorded in 
current account of Balance of Payments (BOPs). The exports are recorded on credit side of BOPs whereas the 
imports are recorded on debit side of BOPs. According to Dewett (2005), the factor endowments having productive 
power are unevenly distributed among different countries of the world and therefore, international trade is inevitable 
because of marked differences regarding materials, natural vegetation, climate, soil and other physical as well as 
geographical conditions. He further added that the stage of economic development, accumulation of capital & its 
foreign investment, technological progress, regulations and political affiliations may also result in international 
trade. There are different theories about international trade including mercantilism in 17th & 18th century, absolute 
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advantage theory, and comparative/relative advantage theory, theory of general equilibrium and theory of 
opportunity cost. The most important is the theory of comparative advantage presented by Ricardo (1817), in which 
he argued that a country can specialize in the production of those articles in which she has relatively more advantage 
or relatively least disadvantage in production and then export to other countries. It is not possible for any nation to 
produce each and every item by itself and then absorb by itself.The foreign exchange rate between two currencies is 
referred as the rate at which one currency is exchanged for other. The existence of different exchange rate systems in 
the world economy is evident from the existing literature. Initially, the economies were under Gold Standard that 
was prevailed since 1879-1934, with the exception of World War I. This system was representing the fixed 
exchange rate system.  Then, Bretton woods system, under which US$ was tied to a certain quantity of gold and 
currencies of other countries were tied with US$, prevailed till 1971. This system was collapsed in 1971 and flexible 
exchange rate was introduced under which the exchange rate is being determined through the demand and supply of 
foreign currency in foreign exchange market. The managed float rate system is also prevailing and under this system 
the Government through central bank intervenes to keep the price/value of currency within certain limits. After the 
collapse of Bretton woods system, the exchange rate determination got importance and the behavior as well as the 
effects of exchange rate and its volatility have been discussed and are under-discussion as well.The behavior of 
exchange rate has been explained through different theories. However, the relationship between exchange rate and 
foreign trade can be explained better by using the absorption approach, originally presented by Alexander (1952) 
and upgraded later on. According to it, the excess production by a country than its absorption results in trade surplus 
and appreciation of its currency. Similarly, according to BOP theory, a deficit in current account leads to the 
depreciation of domestic currency whereas a surplus on current account results in appreciation of domestic country 
in comparison to the foreign currency. Considering its importance, many countries, under the framework of 
International Monetary Fund (IMF), devalued their currency to boost exports and discourage imports in order to 
correct disequilibrium in their BOPs.  
This research is an attempt to explore the association between exchange rate and foreign trade of selected South- 
and Southeast Asian economies, during the period of 1979-2010. The Asia is the largest and most populous 
continent of the world and after Europe it has the largest share of GDP in all continents. The Asian economies are 
growing rapidly and this continent in also rich in natural resources. The Asia is mainly classified into six sub-
regions and in this study the eight largest economies are selected as sample form two main sub-regions namely 
South Asia and Southeast Asia. The Pakistan, India, Bangladesh and Sri-Lanka are selected for study from the 
South-Asian Region whereas from the Southeast Asian region; Malaysia, Indonesia, Singapore and Thailand are 
selected. The sample economies are following the flexible/ managed exchange rate system since late 70’s or early 
80’s. By employing the bound testing approach developed under autoregressive distributed lag framework for 
cointegration and error correction model; an attempt has been made to explore the relationship of exchange rate with 
exports as well as imports.  Both long run and short run reactions of exports and imports separately to exchange rate 
are investigated. The results of bound testing approach under ARDL for both cointegration and ECM show the 
evidence of long run relationship between exchange rate and exports in Pakistan, India, Bangladesh, Sri Lanka and 
Indonesia whereas the relationship between exchange rate and imports is observed in case of Sri Lanka only. The 
results further reveal that a statistically significant short run relationship between exchange rate and exports is 
present only in case of Sri Lanka and Bangladesh; however, in majority of the countries this relationship is not 
detected.  
2.  Literature Review  
The study of exchange rate and its relationship with different variables gained considerable importance in last 
few decades. It becomes a critical issue for professionals as well as researchers, especially in developing countries, 
since 1972; because many developing countries brought a shift in their exchange rate policy from fixed to floating 
exchange rate system. Different studies have been conducted to explore the relationship of exchange rate to trade 
with mixed results.  The study in this area is yet inconclusive; however, there is a general consensus among 
professionals that for long run the trade balance is influenced by the exchange rate. Baharumshah (2001) 
documented the existence of stable as well as positive association of exchange rate to trade balance in long run in 
case of Malaysia and Thailand having bilateral trade with United States and Japan. Lal and Lowinger (2002) found 
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the nominal effective rate of exchange to be associated with trade balance both in short as well as long run in South 
Asian economies. Onafowora (2003) reported the presence of positive long-run association between real rate of 
exchange and real balance of trade for the bi-lateral trade of Malaysia, Indonesia and Thailand to US and Japan. 
Kemal and Qadir (2005) analyzed the presence of long run association between exchange rate, imports and exports 
in Pakistan with positive relationship of exchange rate to imports and negative to exports. Baak (2008) documented 
the long run association of exchange rate to exports volume between China and United States but short term 
relationship has not clearly detected. Bahmani-Oskooee and Cheema (2009) found the existence of positive as well 
as significant association of real exchange rate with balance of trade for almost 50% of the sample countries having 
bilateral trade with Pakistan. According to Bilawal et al. (2014) exchange rate has 68% impact on foreign trade 
while the findings of Cenedese, Sarno and Tsiakas (2014) revealed that the interaction between carry traders and 
chartists provides an explanation for the forward premium puzzle. Waliullah et al. (2010) found the positive link of 
exchange rate with trade balance in Pakistan for short as well as long run. Herve, Shen and Ahmed (2010) 
concluded that real exchange rate significantly affects trade balance in short run as well as in long run under fixed 
exchange rate management policies in Cote d’Ivoire and that the devaluation of currency is beneficial for exports of 
the sample economy. There are some studies showing non-significance effect of exchange rate upon trade balance. 
Rose (1991) described the real rate of exchange rate as an insignificant variable to determine the trade balance in 
case of five OECD countries. Siddiqui and Akhtar (1999) documented the non-existence of significant association 
between rate of exchange and domestic prices. Wilson and Tat (2001) reported the non-significant effect of real 
exchange rate upon real balance of trade between Singapore and United States whereas a little evidence of J-curve 
has been found. The existence of cointegration between exports and imports has also been discussed by different 
researchers.  
Sekmen and Saribas (2007) showed the existence of relationship between exports and imports for long run in 
Turkey but having no relationship of both variables with exchange rate. Mukhtar and Rasheed (2010) tested the 
existence of export and import relationship for long-run in Pakistan and found the existence of long run relationship 
and stability in relationship between two variables. Hye and Siddiqui (2010) showed that the imports cannot cause 
exports but exports effectively cause imports. Many researchers focused to study the effect of exchange rate’s 
volatility on foreign trade with either considering trade balance or exports and imports separately and concluded 
different results but again the majority of studies proved the relationship between two variables. According to 
Wilander (2013) the high exchange rate volatility reduces the likelihood of using the importers currency while high 
GDP and GDP per capita in the importing country increases the likelihood.Mckenzie and Brooks (1997) found the 
existence of a significant positive association between volatility in exchange rate and trade flows between Germany 
and United States.  Arize (1998) proved that the volatility in exchange rate and import flows are cointegrated on 
long run equilibrium as well as associated closely in their short run dynamics in case of United States. Ariccia 
(1998) tested the association of exchange rate uncertainty to bi-lateral trade flows in Western Europe and showed a 
small but significant negative impact of exchange rate uncertainty upon foreign trade. Vergil (2002) documented the 
existence of a negative but significant impact of volatility in exchange rate upon real exports in Turkey. Mustafa and 
Nishat (2004) investigated the effect of volatility in rate of exchange upon export growth of Pakistan with other 
major trading partners and concluded the existence of a negative but significant relationship in both long-run and 
short-run for some countries, only in long run for other countries excluding Bangladesh and Malaysia where no 
relationship has been found. The empirical findings of vector auto regressions reported that adjustments to exchange 
rate and income shocks, currency depreciation raises US tourism export revenue but does not affect import spending 
(Cheng, Kim & Thompson, 2013). 
Aurangzeb, Thanasis and Mohammad (2005) documented the presence of a long-run equilibrium association 
between the volatility in exchange rate and exports of Pakistan with key trading partners. They found the depressing 
effect of volatility in exchange rate upon real exports. Duasa (2009) concluded that the exchange rate shock 
significantly affects the fluctuation of import prices in Malaysia. Serenis and Serenis (2010) observed mixed 
relationship of exchange rate volatility to trade in Euro member countries, with possibility of no effect on aggregate 
level. Shahbaz, Jalil and Islam (2010) documented the presence of long run association between real changes in 
exchange rate and trade balance, statistically significant negative elasticities and having no support for J-relation in 
Pakistan. Chin, Lee and Sun (2010) found mixed results with having negative long run association between real rate 
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of exchange and United States’ trade balance with major trading partners. Alam (2010) documented the co-
integration of real exports with real effective rate of exchange, its volatility and foreign economic activity and found 
the volatility in real rate of exchange to adversely affect the exports of Pakistan. Mahmood and Ali (2011) observed 
the negative affect of volatility in exchange rate upon real exports in Pakistan. As discussed in earlier section, it is 
generally believed that the devaluation of currency positively affects the trade balance and therefore many countries 
attempted to devalue their currency in order to correct disequilibrium in their balance of payments. Different 
researchers targeted this area to identify the empirical evidence of devaluation’s impact on trade. Hasan and Khan 
(1994) concluded that the devaluation of currency is helpful in improvement of trade balance in Pakistan and the 
Marshall Learner condition shows successful improvement of trade balance as a result of currency devaluation.   
Due to absorbing more inflows of hot money by floating exchange rate, the Chinese banks should concentrate on 
tightly stabilizing the Yuan or Dollar exchange rate to persuade the increase of incomes for balancing China’s 
international competitiveness (McKinnon & Schnabl, 2014). Aftab and Aurangzeb (2002) found that Marshel-
Lerner condition is satisfied for Pakistan and devaluation of currency can be a successful tool for improving trade 
balance in Pakistan. Choudhri and Khan (2002) documented no association of rupee devaluation to inflation in 
Pakistan.  Choudhary and Chaudhry (2007) concluded that the devaluation of domestic currency positively affects 
the output but it negatively affected the price level in Pakistan. Halicioglu (2008) found the positive effect of 
currency depreciation upon trade balance in Turkey. Mohammad and Hussain (2010) found the positive effect of 
real exchange rate depreciation upon trade balance and existence of M-L condition for long run in Pakistan. Ghosh, 
Ostry and Chamon (2015) examined that the use of foreign exchange intervention as a second instrument improves 
welfare under both regimes, but more so under inflation targeting. Shahbaz, Awan and Ahmad (2010) documented 
the existence of long run association between currency devaluation and balance of trade in Pakistan with negative 
sign which shows a distortion in trade balance following devaluation and no evidence of J-curve was seen by them. 
Asif (2011) concluded that the devaluation of currency is effective in improving the trade balance of Pakistan and a 
cointegrated relation exits between REER and trade balance in long run.  It is evident from the literature that 
different researchers have investigated and tried to uncover the association of exchange rate with foreign trade in 
different ways. Most of the studies are aimed at exploring the relationship of exchange rate or exchange rate 
volatility upon trade balance while some others focused to uncover the relationship of exchange rate with exports 
and imports separately. The impact of currency devaluation upon exports, imports and trade balance has also been 
discussed by different researchers and the clusters of economies have also been observed in different studies. The 
results are mixed with some studies showing positive and significant relationship, others showing negative and some 
others showing no relationship of exchange rate, its volatility or devaluation with foreign trade. There are only few 
studies in the context of trivariate analysis and no study, according to best of our knowledge and study, has yet been 
conducted in the comparative sense of these regions of Asia. The study has attempted to fill this vacuum.   
3. Methodology  
To investigate the relationship of exchange rate with foreign trade, the annual data for the period of 1979-2010 of 
all variables, i.e. exchange rate, exports and imports and for all sample countries, i.e. Pakistan, India, Bangladesh, 
Sri Lanka, Malaysia, Indonesia, Singapore and Thailand; is extracted from the database of World Bank. The data of 
nominal exchange rate is taken in direct quotation with considering the US$ as the standard currency for all 
countries and in unit form. The value of exports and imports are extracted in billion of respective country’s 
currency. The bound testing approach developed under Autoregressive Distributed Lag Framework for cointegration 
and error correction model is used in this study for investigating the relationship between exchange rate and foreign 
trade in both the long as well as short run context. This method is attributed to Pesaran, Shin and Smith (2001) and 
suggested that after recognizing the order of ARDL, the ordinary least square can be estimated. Additionally, this 
method is very useful with no necessity of having same order of integration and the relationship can be determined 
among the variables with no problem of I(0) or I(1) or mixture. The same model has been applied in many recent 
studies {see for instance; Alam (2010), Asif (2011), Atif et al. (2010) and Waliullah et. al (2010)}. To estimate the 
separate reaction of exchange rate to exports and imports; the following nature of relationship can be developed: 
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Lnx = Į0+ Į1Lner+İ; and Lnm = ȕ0+ȕ1 Lner + İ     (1) 
Where: Lnx, Lnm and Lner represent natural log of exports, imports and exchange rate respectively Į0, Į1, ȕ0 
and ȕ1 are coefficients while İ is the error term 
The exchange rate is taken as the independent variable and exports as well as imports are taken as the dependent 
variable. The ARDL approach basically involves calculating the equation given below:  
¨Ln(x)t = Į0+μi¨Ln(x)t-i+øi¨Ln(er)t-i + Į1Ln(x)t-i + Į2Ln(er)t-i +İt    (2) 
¨Ln(m) t = ȕ0+i¨Ln(m)t-i +įi¨Ln(er)t-i+ ȕ1Ln(m)t-i + ȕ2Ln(er) t-i +İt  (3) 
The above mentioned equations are based upon the null hypothesis that there is no long run relationship 
between exchange rate and exports or imports; as the case may be: 
i.e. H0:  Į1= Į2=0; and       H0:  ȕ1= ȕ2=0 
The alternative hypothesis supporting the existence of relationship is as follows: 
H1:  Į1# Į2#0; and H1:  ȕ1# ȕ2#0 
The bound testing approach under ARDL framework is used to test the hypothesis and the F-statistics value is 
calculated by applying the Wald coefficient restrictions. The “general to specific approach” originated by Hendry 
and later on comprehensively compiled by Campos, Ericsson and Hendry (2005) is also applied to get the 
parsimonious specification by eliminating the insignificant lagged variables and for stronger results. The calculated 
F-statistics value is then compared with the tabulated value of Pesaran, et al. (2001). The higher F-statistics value as 
compared to the upper critical tabulated value supports the rejection of null hypothesis meaning that the long run 
relationship exists whereas the lower F-statistics value as compared to the lower critical tabulated value results in 
non-rejection of null hypothesis meaning that no long run relationship exists. The value of F-statistics between 
upper bound and lower bound shows that the result is inconclusive and therefore the decision is to be based upon the 
order of integration of the underlying repressor(s). In case of the evidence of long run relationship, i.e. rejection of 
null hypothesis, the following long run model is used: 
             Ln(x)t = Ȝ1+ ȗ1Ln(x)t-1 +Și¨Ln(er)t-1 + İt      (4) 
Ln(m)t = Ȥ1+ Ȧ1Ln(m) t-1 +ĳi¨Ln(er)t-1 + İt     (5) 
On the other side, the short run relationship using error correction model can be determined as: 
¨Ln(x)t = Ȝ2 +μ2i¨Ln(x)t-i+ø2i¨Ln(er)t-i +ȥECMt-i +İt    (6) 
¨Ln(m)t = Ȥ 2 +ࡉ2i¨Ln(m)t-i +į2i¨Ln(er)t-i +ȥECMt-i +İt    (7) 
The ȥ in above equation shows the speed of adjustment back to long run equilibrium after having a disturbance 
in the short run. 
4. Empirical Results 
The Autoregressive Distributed Lag framework to cointegration and error correction model is applied to 
investigate the relationship between exchange rate and exports as well as imports. The Schwarz Bayesian Criterion, 
Akaike Information Criterion, Hannan-Quinn Information Criterion and Log-likelihood Equation are commonly 
used to determine the appropriate lag length. The most popularly used Schwarz Bayesian Criterion is applied in the 
study to select the optimal lag length by assuming the maximum lag of 3. It is also assured that the data at selected 
lag length do not have the problems of serial correlation, functional form, normality and heteroscedasticity. The 
heteroscedasticity creates no problem as it is natural due to having different order of integration {Shrestha and 
Chowdhury (2005), Hassan and Nasir (2008)}. The results of serial correlation, functional form and normality of 
data, at the optimal lag length, are summarized in Table 1 .The Table 1 shows that the econometric problems of 
serial correlation, conflict to normal distribution and functional form representing model’s specification error are not 
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present at the selected lag length. The model validity test is also conducted by plotting the Cumulative Sum of 
Recursive Residuals (CUSUM) and Cumulative Sum of Squares of Recursive Residuals (CUSUMSQ). This is 
found to be lying within the critical bounds of 5% level of significance; showing that the model is structurally stable. 
After selecting the optimal lag length, the null hypothesis of no cointegration among the variables is tested by 
applying the bound testing approach under ARDL framework, as given in equation I and II for both the relationships 
of exchange rate to exports as well as imports. 
Table 1. Diagnostic Tests of Data at Optimal Lag Length 
Country Exports and Exchange Rate Imports and Exchange Rate 
Serial Correlation Functional Form Normality Serial Correlation Functional Form Normality 
Pakistan .061439 (.804) .45250 (.501) .86585 (.649) .19675 (.657) .50005 (.479) .51811 (.772) 
India .0074703 (.931) .86737 (.352) .61797 (.734) .0058572 (.939) .083893 (.772) .36192 (.834) 
Sri Lanka .023087 (.879) .43982 (.507) .30412 (.859) .33261 (.564) .10417 (.747) 3.0089 (.222) 
Bangladesh .56984 (.450) .17638 (.675) .0096522(.995) 2.2985 (.129) .069516 (.792) .32256 (.851) 
Malaysia 1.3837 (.239) 2.8378 (.092) 1.5631 (.458) .54029 (.462) 2.2058 (.137) 1.2796 (.527) 
Indonesia .10719 (.743) .044054 (.834) .63493 (.728) .40635 (.524) .44486 (.505) 1.6796 (.432) 
Singapore 1.7866 (.181) 1.1677 (.280) .34580 (.841) .45555 (.500) 1.2601 (.262) .13026 (.937) 
Thailand .44720 (.504) 3.4815 (.062) 1.6801 (.432) .10499 (.746) 1.9557 (.162) 1.4245 (.491) 
Due to data constraints, the analysis is limited up to 2006 for exports and 2009 for imports in case of Malaysia. 
The calculated F-statistics value is then compared with the tabulated value by Pesaran et al. (2001). A higher 
calculated value than the upper bound tabulated value supports the rejection of null hypothesis whereas the lower F-
statistics value as compared to the lower bound value supports the non-rejection of null hypothesis. The value 
between upper bound and lower bound value leads to inconclusive results for which the order of integration is to be 
determined. The calculated F-statistics values for both the tests and of all the sample countries are summarized in 
Table 2. 
Table 2. Calculated F-statistics values and critical values 
Country F-stat.(Exchange Rate and Exports) 
F-Stat.  (Exchange Rate and 
Imports)   
Pakistan 4.259 0.095 
India 4.842 1.415 
Sri Lanka 3.52 4.631 
Bangladesh 6.615 2.494 
Malaysia 0.348 1.281 
Indonesia 4.358 0.181 
Singapore 0.888 1.968 
Thailand 1.017 1.876   
Bounds Level of Significance 
1% 5% 10% 
Lower Bound, I(0) 4.94 3.62 3.02 
Upper Bound, I(1) 5.58 4.16 3.51 
 
The values are compared with the tabulated values by Pesaran, et al. (2001) and the tabulated values with both 
upper bound, i.e. I (1) and lower bound, i.e. I(0) at different levels of significance are summarized below:  
The results show that, in case of relationship between exchange rate and exports, the calculated F-statistics value 
is higher than the upper bound value for Pakistan, India, Bangladesh and Indonesia at 5% level of significance and 
at 10% level of significance for Sri Lanka. The null hypothesis of no cointegration among the variables is not 
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accepted for these countries and it shows the evidence of long run relationship between exchange rate and exports in 
Pakistan, India, Sri Lanka, Bangladesh and Indonesia. On the other side, the calculated test statistics value is found 
less than the lower bound values for Malaysia, Singapore and Thailand; therefore, the null hypothesis of no 
cointegration among the variables cannot be rejected for these countries.   As far as the relationship between 
exchange rate and imports is concerned, the evidence of long run relationship is found in case of Sri Lanka only 
because the calculated F-statistics value is higher than the upper bound value at 5% level of significance. For all 
other countries including Pakistan, India, Bangladesh, Malaysia, Indonesia, Singapore and Thailand; the calculated 
F-statistics value if found to be less than the lower bound value at 1%, 5% and 10% level of significance; therefore 
the null hypothesis of no cointegration among the exchange rate and imports cannot be rejected. The detailed results 
of long run relationship between exchange rate and exports as well as exchange rate and imports are summarized in 
Table 3 below: 
The results show that a statistically significant long run relationship exists between exchange rate and exports in 
Pakistan, India, Sri Lanka, Bangladesh and Indonesia. On the other side, the long run relationship between exchange 
rate and imports is found in Sri Lanka only. The 1% change in exchange rate brings about 1.82% changes in exports 
for Pakistan, 2.92% for India, 2.08% Sri Lanka, 3.58% for Bangladesh and 1.76% for Indonesia. Similarly a 1% 
change in exchange rate brings about 1.82% change in imports for Sri Lanka.  
 
Table 3. Long run relationship between exports, imports and exchange rate 
Country 
Long Run Relationship between Exports and 
Exchange Rate 
Long Run Relationship between Imports and 
Exchange Rate 
Coefficient t-value p-value Coefficient t-value p-value 
Pakistan 1.820 4.973 0.000 -0.328 -0.011 0.991 
India 2.925 2.991 0.006 6.323 0.662 0.514 
Sri Lanka 2.078 15.078 0.000 1.816 6.740 0.000 
Bangladesh  3.578 11.634 0.000 3.421 0.899 0.377 
Malaysia 5.323 1.142 0.265 2.279 0.582 0.566 
Indonesia 1.758 3.462 0.002 0.903 0.134 0.895 
Singapore -2.099 -0.522 0.606 -2.588 -0.800 0.431 
Thailand -1.210 -0.155 0.878 0.505 0.102 0.920 
The above results also reveal that the statistically significant relationship does not exist between exchange rate 
and exports in Malaysia, Singapore and Thailand. Likewise, the statistically significant long run relationship 
between exchange rate and imports is not found for Pakistan, India, Bangladesh, Malaysia, Indonesia, Singapore and 
Thailand, during the sample period. The results of error correction model do not show the evidence of short term 
disturbance’s adjustment back to long run equilibrium in most of the countries. The detailed results of ECM are 
summarized in Table 4: 
 
Table 4. Results of error correction model 
Country ECM for Exports and Exchange Rate {ecm(-1)} ECM for  Imports and Exchange Rate {ecm(-1)} 
Coefficient t-value p-value Coefficient t-value p-value 
Pakistan -0.079 -0.962 0.345 0.006 0.071 0.944 
India -0.033 -1.087 0.287 -0.011 -0.423 0.676 
Sri Lanka -0.256 -2.259 0.033 -0.160 -1.490 0.147 
Bangladesh  -0.268 -2.336 0.029 -0.016 -0.283 0.779 
Malaysia 0.021 0.550 0.587 -0.036 -0.912 0.371 
Indonesia -0.059 -0.734 0.469 -0.009 -0.111 0.912 
Singapore -0.035 -0.993 0.329 -0.042 -1.047 0.304 
Thailand -0.019 -0.825 0.417 -0.032 -0.940 0.355 
The ECM representing short term effect is not detected in majority of the countries; however, the value of its 
coefficient is found to be lying within 0 and 1 and has been negative for almost all the countries. The short run 
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relationship is found between exchange rate and exports for only Sri Lanka and Bangladesh and the results of ECM 
shows that the adjustment rate per year is about 26% in Sri Lanka and 27% in Bangladesh.  
5. Conclusion 
The foreign trade is considered as lifeblood of an economy and is referred to be a major contributor and 
determinant of its economic growth. The transfer and exchange of goods as well as resources between the nations 
minimizes the chances of having unintended surpluses and shortages. The countries can specialize in the production 
of articles for which they have comparative advantage and then trade with other nations. It is not possible for any 
nation to produce each and every article by itself and then absorb by itself {Ricardo (1817)}. The foreign trade also 
ensures the efficient utilization of resources leading to the overall welfare being of individuals in the society.  There 
are many factors that may affect the trade activates between two nations and the exchange rate is also considered as 
a major such contributing factoring.  This factor got considerable importance particularly after the collapse of 
Bretton woods system of fixed exchange rate in 1971 and leaving the exchange rate to be determined in market 
through the forces of demand and supply. This flexible/managed float rate system of exchange rate opened a new 
field of research and since 1971; lot of empirical researches have been conducted with emphasizing the relationship 
between exchange rate, its volatility and foreign trade in the context of exports, imports and trade balance {see for 
instance; Rose (1991), Hasan and Khan (1994), Kemal and Qadir (2005), Vergil (2002), Duasa (2009), Waliullah, et 
al. (2010)}.The present study also attempted to investigate the relationship between exchange rate and foreign trade; 
however, it is conducted in trivariate and multi-country context. The separate reactions of exchange rate to exports 
and imports are investigated by using the bound testing approach under Autoregressive distributed lag framework 
for cointegration and error correction model by Pesaran, et al. (2001). The countries are selected from two major 
regions of Asia with Pakistan, India, Bangladesh and Sri Lanka from the South-Asian part while Malaysia, 
Indonesia, Singapore and Thailand from Southeast Asian region. The relationship between exchange rate and 
imports is found in only one sample country; however, the relationship between exchange rate and exports is 
observed in more than half of the sample countries. Moreover, the error correction variable {ECM (-1)} is found 
statistically insignificant in almost all the countries excluding Sri Lank and Bangladesh. The present study is an also 
an attempt to examine the behaving patterns of Asian economies and can be extended in future by adding some 
other countries of the continent and macroeconomic variables to document more comprehensive results.     
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